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Summary

millions of individual and corporate users. a number that grows daily and nO\\7 numbers over 50

million in the t"nited States and Canada. Ihe \ .1st majurity orthes,.'!,,_':-) .Iccess the Internet for

only a few hours a month to send or read electronic mail or to retrich' information . .\ few.

however. take advantage 0 f the widespread ~l\'ai Iabi Iity ul' tlat-rate Ilrll: in!2 hy IS Ps to connect for

hours or ew'n days at a timc. These users ha\c caused a significant i1,crC~lse in originating traffic

in telephone company offices. Moreover. new Internet technologic" th.lt ~lrc now being

implemented, such as "push" services. arc ctlective l1l1!: if custom\..'rs !'cn1ain connected to the

Internet at all times when their computers arc on. Ihis \vill cause C\cn more dramatic increases

in the traffic in the originating offices.

In addition. the ISPs are causing signilicant congestil)J1 \)n thc s\vitches to vvhich

they are connected (for line-side connectiun) and (1n intcro nice trunk 1ell'Ii it ics. They tah.'

advantage of the ESP e\-emption to lease standard husiness teleplwnl' Iincs. nr Integrated

Services Digital :'\et\\ork ("'lS[)\" i senices. \\ hH:h carr) nu usagc l ,1.1I,::,CS t'l)(' terminating

traffic, These lines arc uccupied nearly continuuus!\. r\.'cei\ing tL1II!l' 1,',1m end users for

distant locatiuns Such circuit-s\\llCh\..'d Iincs ~lrc less c!ti\.'jent anl1ll>!Ic,UIl1C more net\\ork

resuurces tkm allcrn~lll\Cpackel S\\ llchll1g and \1lhcr lcchnologic" Ih.i! ,Ir\.' either heing ulfcrcd

tuda\ tJr .Ir\.' un tl1\.' dr~l\\ ing hO~lrd. 110\\ e\ cr. !h\.' c"\isling price SlJll\.lllll' llndcl' thc lSP
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exemption gives most ISPs little incentive to adopt those tcchnolo~!I.::,- l.'\en though the

alternative technologies would allov\' them to improve seryice to their customers.

inhibiting deployment of more eflicient technologies, the existing schcme IS forcing the majorIty

of users to subsidize Internet access sen·ices. Itallows ISPs to tah' hus II1CSS lines for as little as

$20 per month while ayoiding the usage-sensitive interstate access charges that they would pay

but for the LSP exemption. It causes net\\'ork tacilitles to hecome L,)ngested. forcing emergency

investment in expanded L1Cilities just to serve the increased Internet lr~J1'fic -- nearly $200 million

by Bell Atlantic alone in 1996. an amount that is expected to gnm tl) mllre than $300 million in

1997. Repricing access services prmided to ISPs to compensator~ k\cls \\iIl ensure that they

pay their o\',n way.

The ESP exemption has also (auscd some competitl\ c lucal exchange carriers

("'CLECs") to take the erroneous position that Internet traffic is ·'II)L,d.'· ,md to bill incumbent

carriers usage-based rates undl.'r reciprocal compl.'nsati,)J1 ~lgreeml.'I1l' Ihis pusition \\(Hild

double the present inequities. Not only arc the ISPs already exemr~l (ll11ll the interstate access

communications. but the LEe would he required tl) pay the CLU' I.l)1 ,-'\en an ISP claiming to

other acu.?ss customers. This Ull1cern is h\ no mC~ll1S thellretical lk!1 \\bntic and '\'1''\1'\

hene already seen large shilts l)1' ISP accounts ll) thl.' ( IIXs. \vhl) ,:IC .l.tl\cly marketing thclr

sen'lcc's on the aSSUll1ptllln that thc'~ \\ill Ic'cci\c' IC'ciprocal (OmpC'Ji>,llli)]] from the L1~('s fl'l

II
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traffic that the LECs already provide free of ISP usage charges. :\ similar problem exists \vith

respect to ESP traffic that includes both database access created by the ESP and Internet access.

adopts should provide the proper incentives to promote the rapid deployment and expansion of

Internet access. It should also avoid a rate structure that would discnurage Internet usage or stifle

the growth of this dynamic industry. For this reason. Bell Atlantic and NYNEX fully concur

with the Commission' s tentative decision not to apply access charges as presently constituted.

Instead. the Commission should adopt a new ISP charge that would cnmpensate the LEes for the

investment needed to prevent or alleviate switch congestion caused by the enormous increases in

Internet traffic through charges that will fully cover the costs of prtn'iding service to the ISPs.

Such charges would also provide an incentive for the ISPs to move to more efficient packet-

switched solutions that would remove their traftic from all or large parts of the public circuit-

switched network. This compensatory charge could either be usage-based. which represents the

manner in \\'hich the costs are incurred. flat-rated. at a lewl sufficient to cover costs that the ISPs

impose on the network. or a combination of the t\\o.

'"

III
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1. Introduction

The "exemption" that allows enhanced service prO\iders ("ESPs") to avoid paying

interstate charges has served its original purpose, but it has now become counterproductive.

Designed in 1983 to promote the gro\V1h of a new and struggling enhanced services industry. this

exemption is now being used by a nev. industry -- Internet Senice Pro\iders ("ISPs") -- that is

The Bell Atlantic telephone companies (" Bell Atlantic" I are Bdl Atlantic-Delaware.
Inc.: Bell .-\tlantic-\Iaryland. Inc.: Bell .\tLmtic-'\e\\ Jersey. Inc .. ik\j \tbntic-Pennsyhania.
Inc.: Bell Atlantic-Virginia. Inc.: Bell Atlantic-Washington, D.C.. Inc.: and Bell Atlantic-West
Virginia. Inc.

'l'ht: ,\Y,\F\: tekpl1l1ne companies (",\Y,\f:Y') arc '\e\\ York Telephone (",)mpany
and '\e\\ Lngland lckphonc and lelcgraph C\lmpany
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now large and is growing dramatically,' The Commission should krll1inate the ESP exemption

as it applies to ISPs and database ESPs (such as companies that pro\lde content and Internet

access), and replace it \\ith a separate Cl)mpensatory interstate ch~lr;;_' ~:~,lt. \\hik llmer than

current access rates. would provide an economic incentive for ISPs to subscribe to packet

switched services that Bell .\tlantic and \JY\Jrx: arc offering or ~11\:' l'hnning to offer. These

packet services would provide a more efticient method of transporting data. which would reduce

congestion in the public s\vitched network. Such a separate charge \\lluld also help the

Commission to fulfill its statutory mandate to promote the deployml'nt of new technologies and

services," A separate interstate charge would also better compensate local exchange carriers

("LEes") for the ISPs' use of their network facilities.

II, The ESP Exemption Is No Lon~er Justified.

A. The His(orica! Busis For (he Exceptio!7 .Vo LO!7(!.alflplies.

In 1983. when the Commission adopkd the present system of access cl'::uges. it

"temporarily" exempted enhanced senice pro\ iJl'rs from applicatil1il \)1' those charges. because

"th(o]se entities would experience huge increases in their costs of operatil)n which could affect

their viabilit\· .. ·:' As a result. for more than thirteen years. ESPs h:l\e ;;eneral1y subscribed to

The originaliustilication for the exemption \\as to postrl'I,-: '.he rate increases that
ESPs \\ould otherwise incur from application of the then ne\\ly-adl'I'ld access charges. JITS
lind WA TS .Harket Structure. 97 F.C.C.2d 682. 715 ( 1983) ("'Access Charge Order") .

..
47 t:,S.c. § 157(a).

Access Charge Order at 715.
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local business lines and other state-tariffed ser\'ices for their access c\lnnections. During that

period, the Internet dewloped from a specialized scientitic network into a burgeoning

Information Superh igl1\\ay that has dra\\n tens of 111 iII ions of businc..;..; ~lI1d residenti al users. (,

Although most oftoday's ISPs could not have suffered rate shock in I(}~U. because they did not

exist at that time, they have availed themselves of the ESP exemption to avoid access charges

-
and to subscribe to state-tariffed services for their exchange access. Unlike access services,

these services impose no charge for terminating traffic at the ISP. Thc lnw. flat rates that the

ISPs pay are not covering the massive costs that they are imposing on the telephone network to

avoid network congestion that would degrade service to other customcrs. [n addition. these low

charges paid by the ISPs, when passed through to end users. are inducing very high usage by

those end users. which results in yet more network investment to pre\'ent congestion. 8

(, A recent study estimates that the number ofInternet users h~lS lhnlbled in the past 18
lTIonths to more than 50 million in the United States and Canada. nr nCdrly one-quarter of the
population over 16 years of uge. R. Chandrasekaran. "Internet Use lias \flore Than Doubled in
Last 18 Months, SUf\'ey Finds:' Washington Post. March 13. 1907:lt F3.

:
ISPs are enhanced service providers under the Commission's Rules. Besides providing

connections into the Internet. they also offer brO\\ser functions and dau storage capabilities.
which are enhanced functions. Data from the Internet is often d()\\nl(l~ldeJ to an ISP's platform.
and the end user retrieves that information by interacting with the ISP platform. Therefore. ISPs
provide the subscribLT with "additional. Jifkrent. nr restructured in!'Hl11ation" anJ their services
"involve subscriber interaction with stored information." See 47 C.F rt § o4.701(a). In addition.
many ISPs perform protocol conversion of messages into the TransmISsion Control
ProtocoL Internet Prutueol lo alkl\\ emy Internet message lu be redu ' .' ,'il: persunal cumputer.
Protocol conversion is defined as enhanced under the Commission"s rules. [d. As a result ISPs'
services fall within the Commission's detinition of enhanced senices.

~. See .\.ttachmcnt .\.

~

- _'I -
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In a n:ry short time, the Internet has grown into a major commercial

communications vehicle. and the ISP industry has become a major Lletor in the United States

economy. It has become a major adwrtising medium.1) \,·ith nearly ,-'\er: major corporation. a

great many smaller companies. and a host of tederal. state and local go":rnments. including the

Commission, sporting one or more Web pages. In short. Internet access is hardly the incipient

emerging industry that existed when the Commission adopted the ESP exemption in 1983. With

all of this actual and potential money being made on the Internet. tll,-'lL' is no j ustiiication for

allowing ISPs to pay below-cost rates for their access.

B. The ESP Exemption h Producing Unexpecled .·le/rase Consequences.

Despite ISPs' claims to the contrary. Internet traffic has already forced Bell

Atlantic and NYNEX to expend considerable sums to avoid network congestion. The Internet

Access Coalition has submitted a study by Economics and Technolo~y. Inc. C"ETI") that claims

that no congestion exists and that the telephone companies should k\\c rlanned for the Internet

traffic grovvth. 10 ETI claims that the LEes' costs to accommodate Internet traffic are minimal

and that no Commission action is needed .......s detailed in Attachmcnt B. ho\\e\\~L the congestion

and costs are real. E1Ts study misstated and distorted the LlctS. and this has led to bulty

conclusions.

•J See. e.g. "Internet Ad\ertising lJl'lms." JJ ·all Street }ollfl/a/ (Dec. 12. 1996) at 137
(reporting that advertising on the Internet more than doubled from tll,-' lirst to the third quarter.
19(6).

- -+ -
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To design and build their nd\\orks elTiciently. telq,l1l'lL' c\)mpanies rely upon

traditional usage patterns. derived from decades of experience with ~1\crage demand levels of

telephone customers, While individual business and residential custnl11crs' usage may vary

widely from the norm. 1
I network construction decisions are. and alw~lYs have been. based upon

projected average usage patterns for the types of customers (business or residence) served by a

given office. The rates charged for business and residential services have historically taken these

typical usage patterns into account. The gro\\1h of the Internet has. hl)\\ever. already

dramatically changed the overall usage patterns in many offices. throwing out the window many

of the traditional statistics on telephone company facility needs. In particular. standard telephone

lines served by "typical" central offices are each in use about 5 minutes during the busy hour.

By contrast recent measurements in offices that serve large ISPs sho\\ that the lines to those

ISPs are in use more than 45 minutes of the busy hour. 12 Nor are the effects confined to the busy

hour. In New Jersey. for example, statewide trartic volumes increased Ig\% between November

1996 and January 1997 over the previous year. a period \vhich corresponded to sharply increased

ISP activity in the state. In addition. Bell Atlantic recently summarih.:d in a report to the

Virginia State Corporation Commission the congestion problems e'~peril'ncecl in the Richmond

and Norfolk LATAs as a result of increased Internet traftic. That rep(\rt appears in Attachment

c.

II For example. pizza parlors with delivery senice may expl'nence nearly-constant
inbound calling bel'\ll\: and during d 111.1i\ll' :->p\\rl:-> e\ em. hUl lhe:ie ".. , ,>1Je. l!\) nul .iller lh ....
overall usage patterns of all retail business customers,

12 Business lines in multi-line hunt groups typically are In ll~~' 1'-~O minutes of the bus\'
hour.

- .:; -
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The affected network facilities. including equipment associated \vith the s\vitch

and interoffice trunks. serve a large number of lines. The number of these facilities that a

telephone company installs is determined by the expected amount \)1 I,,:~ll\.-hour traftic. based

upon historical traffic patterns. As a result of the radically changed patterns stemming from

Internet usage, network facilities that were built in contemplation of awrage traffic volumes per

line have proved inadequate.

Without any increase in revenue per line, increased net\\ork congestion stemming

directly from Internet traffic has forced Bell Atlantic and NYNEX to in\est substantial amounts

in emergency network expansion. For example. Bell Atlantic alone spent nearly $200 million I;

above its planned network construction budget in 1996 to maintain high-quality service and to

avoid failures that would impair service to all customers. That figure is expected to exceed $300

million in 1997. These investments include installation of a large number of new line units and

ISDN terminations in central office switches to accommodate additional traffic volumes. and

interoffice trunks to carry the traftic between offices.

In February 1997, NYNEX installed an additional $6.2 million central office

switch in the SoHo neighborhood of~e\\ York City just to handle II1LCmet lines as a result of

massive increases in ISP traffic in the area. Within a month. the full capacity of the switch was

being used, and an addition is planned. NYNEX has also seen a dramatic increase in the amount

oftraftic it hands off to competitive local exchange carriers ("'CLFC~"\ t\) terminate ISP traffic.

To accommodate this traffic. \Y:\EX has had to construct ne\\ dirL:":l llllnks between its end

I; This tigure has been re\ised upward since Bell Atlantic's comments in the rulemaking
phase Ollhis proceedl11g. based upon additionaI1111\ml1ation.

- 6 -
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offices and the CLECs' collocation cages, In ?\Jew York City alone. \iY~EX was forced to

double the number of direct trunks serving one large CLEC in the last three months to

accommodate that CLEe s Internd traffic, Other states. such as 1\.'1111'> 1\ ania. ha\e e:\perienced

similar short-term increases,

Little of this unplanned inwstment would likely ha\e heen required if Internet

usage had not substantially altered traditional traffic patterns. Virtually no one in industry.

government, or the consumer community foresaw the explosive growth in Internet tranic,

Without a reasonable expectation that historical growth patterns \\Quld he dramatically altered, it

would have been irresponsible for Bell Atlantic and NYNEX to ha\ e il1\Csted in vast amounts of

new plant. Nor does the investment now being incurred help to promote ne\v. more efficient.

network technology. which customers want and is the Commission' s statutory obligation to

encourage,l-I Bell Atlantic and N'lNEX would prefer to inwst their res,)urces to these new

technologies. but that investment would also be wasted unless ISPs arc gi\'en an economic

incentive to use the new sen'ices,

These additional il1\estments that are caused by In1l:rnct usage ha\'l~ driven the

monthly cost of deli\ering this traffic O\er a bu~iness line tll an Intl'rnct !'I'l)\ider to at least S75,

and an ISDN line to about $50,15 Yet the revenues from that line remalllS at 516-30 per month.

depending on the jurisdiction,

1-1 See -+7 t',S,c. § 157(a) ("'It shall be the policy of the t'nikd ~tates to encourage the
provision of ne\\ technologies and sen ices to the public,"),

I ' These ligures CO\ er ,mly the tralfIC-~cl1~iti\ c C,)~b,

- 7 -
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Bell :".tlantic and \: Y:-; EX ha\'e IXe\iolisly submitted information showing the

growing holding times caused by increased Internet calls ,,[1 both c,)mpanies' networks and

describing the resulting sen'ice prohlems, Ih Since that time. both Bell\tlantic and NYNFX

have substantially increased their investment in central office and interoffice facilities to handle

the increased volumes of traffic. These efforts have often entailed emergency installation of new

facilities to prevent service degradation. While these emergency installations have for the most

part led to the maintenance of good service to all customers. some senice problems continue to

surface. as shown in Attachment B. In addition. Bell Atlantic and \:Y:.JEX have dedicated

network engineering teams to responding to unpredictable congesti'lIl problems caused by

Internet use to minimize the adverse impact on all customers. Yet. beC:llIse of the ESP

exemption. ISPs' fates fall far short of covering all these emergency ilwestments and expenses.

New Internet technologies now being implemented can be expected to exacerbate

the congestion problem. "Push" technology. which both Netscape and \licrosoft are developing.

will send predetermined types of information to the end user's computer without the end user

having to retrieve it. l
? This technology will facilitate customer access to pre-designated.

personalized types of information in a timely manner. I-IO\\eveL it r~'quires that the end user

remain connected to the Internet during the entire time the customer' s computer is turned on. in

lil See Joint Comments of Bell Atlantic and ~Y~EX at .\l1. 7 (tiled Jan, 29. 1997 in the
rulemaking phase of this proceeding): letter to James Schlichting. n T from Kenneth Rust.
Director - Federal Regulatory \ latters. ,\Y,\FX. dated July 10. \l)()!, '.\ (npy of\\hich appears in
Attachment D of this tiling ,.

Ii See.1. 1. Rigdon. "\:etscape Says \:e\\ Browser Soft\\ar~' \\ill 'Push' Data to Desktop
Computers:' Wall Street 101l",al. \Iarch 10. 1997 at BfL "\licrusnJ\ in Plan On '\etwork
Bn1\\ser." .\'t'H' York Times. \ larch 12. 19q7 ~lt \)q

- 8 -
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order for the information to be "pushed" to that computer as soon as it is available. Holding

times are likely again to increase dramatically. as will the need for far higher emergency

investment to prevent network congestion, \\'hik Bell .\tlantic cstim.it\-',l last year to the

Commission that that ISPs would generate about 10 billion minutes of use overall on its network

during 1996. current estimates 5hO\\ a dramatic increase since that tink', Based on assessment of

embedded and forecasted orders for facilities from ISPs. Bell Atlantic estimates that they will

generate approximately 25 billion minutes during 1997. At the present rate of gro\vth. Internet

minutes could overtake minutes from interexchange carriers in just a kw years,

Another unexpected result is that some CLECs ha\'(~ misinterpreted the ESP

exemption. They have sought to define Internet tranic as local and to recover per-minute

transport and termination charges for traffic from other interconnecting LECs that terminates on

the CLECs' lines to ISPs, It appears that some CLECs are actiwly markding their sen'ices to

ISPs in contemplation of receiving additional revenues from the LECs for the high volumes of

traffic delivered to the ISPs,lX As a result. not only are Bell Atlantic and NYNEX incurring the

investment to upgrade their l~lCilities to absorb the increased Internet tranic. but they are also

receiving demands fwm CLECs. and ISPs that claim CLEC status. [\l!' compensation to terminal\.?

this traffic.

IX For example. one company has claimed in informal discussions that it could receive
from S1.+ mill ion to 528 mi Ilion jJl'I' //lOIlI II in reciprocal compensatil)n revenues from NYN EX
by providing sen'ice exclusively to ISPs and ESPs through a single s\\itch, Although this claim
may be an extreme e:-.:ampk. it demonstrates that sigl1lrlcant sums arc ~ll risk,

_ l) _
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C. The ESP E'(emp/ion Pre1'el1/s Ro/es ('/wrged /01.\/\ F!'Om ('m'ering Their
Cos/so

rh~ fundamental change in traflic patterns resulting Ir,l!11 the dramatic incr~ases

in Internet use means that a new, large industry that is causing large in\"estments to be made to

support its services is not paying anything close to its fair share of tl1\.' l'l1Sts of its sen·ice. 19 The

Commission should replace the ESP exemption \vith a system that all\ms the LEes to recover

the costs that the ISPs impose on the network.

In the rulemaking phase of this proceeding. the ISPs haw att~mpted to divert

attention from the below-cost service they receive as a result of the FSP ~xemption by arguing

that the revenues that LECs are generating from the growing sales of nther local services are

sufficient to compensate for \vhatever losses they are incurring in prm'iding service to ISPs,2o

These ISPs not only ignore the subsidies they are currently recei\"ing ,'rU!11 all ratepayers. but they

claim that they should receive additional subsidies from LEC second lin~ :'evenues, This

argument fails from both public policy and factual perspectives.

First there is no legal or regulatory justification for using in/raslale rev.:nues

from state-regulated second line rat~s to subsidiz~ iII/as/Ole acc~ss tll l--;Ps, and th~ Cnmmissiun

has no authority to do so. That. howewr. is precisely what the ISPs \\~l11t hy arguing that

revenues from state-regulated second lines be ~1pplied to cover the C(I,,\,; l)ftheir senice.

1'1 Some cus[()mers in some areas pay mess~lgc units for l\rl~'lllling calls: ho\\c\er. in no

event is there a usage charge for terminating trartic mer state-tarit'fcd II \callines. Message unit
charges fall far short of compensating Bell .\tlantic and :'--JY~EX fur \lh.' large sums expended to
deli\'Cr ISP traftic.

2" See. e.g.. lAC Comments at 16.

- 1() -
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SeconJ. there is no statistical support fl)r the ISPs' (]aim that demand for second

lines is primarily caused by Internet use. Bell Atlantic's experience in polling a sample of

residential customers who could he identified as purchasers of seClllll: !iIlCS indicates that most

buy additional lines for multiple reasons - not just to surf the Internet. .\s lifestyles haw

changed and discretionary income has gnmn in the 1990s. the need for additional

communications channels into the home has grown signiticantly. Access to the Internet appears

to account for only about one-third of the second line demand. Another third is due to the need

for separate lines for other family and other household members (such as roommates.

grandparents or teenage children). The remaining lines are purchased Illr home office use (such

as for facsimile equipment or to maintain separate telephone numbers for personal and business).

III. The Cost-Based Solution Is For LECs To Deplov ancl For the ISPs to Use New
Technologies That Remove Internet Traffic From the Public Switched Network.

New technologies and services are already available, ancl others are being

developed. that will allow Internet traftic to bypass part or all of the ll)(al public circuit-switched

network. as shown the Attachment J:, 1f the lSPs take full ad\,ll1t,1C-''-' ,'I'these technologies. the

public s\\itched network will not be burdened by Internet traftic and Bell Atlantic and NYNEX

will be able to devote their resources to investing in new. more elfl(ient data technologies rather

than in emergency equipment using older technology to prevent net \\ ork congestion.

process of deploying \\ill remo\'e Internet traffic from the public s\\it(hed network at a number

- 1I -
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of huh locations. 21 Whik this do~s not :l\oid con~estion at the ori!,'j1l:1tin~ switch. it doe~ a\'old

the need to add additional interoftic~ circuit-switched trunks and to c\pand the switching

capacity at the ISP's serving wire center. both of which are locations \\here congestion is severe.

Other technologies. currently being evaluated. such as the overlay :llld off-load architectures

discussed in Attachment E. will completely bypass the circuit switched network by intercepting a

call that is destined for an ISP on the line side of a customer's switch. The call would then be

diverted to a packet switched network. With packet sWitching. net\\ork facilities would be used

only when a customer actually sends or receiws data. regardless of hl)\\ long the computer is

actually connected to the ISP and the Internet. Through use of this technology. the current

practice of allowing unlimited connectivity to the Internet at t1at rates \\ollid not cause undue

network congestion. Because the new technologies will bypass the circuit-switched network.

their costs can more easily be isolated and charged to the cost-causer.

IV. Without Price Changes For Existing Services. ISPs Will \Jot Embrace
These New. \lore Efficient. T\.?chnolo~ies.

Th\.? existing pricing scheme 1Il1lkr the ESP exempti\)11 !,r\)\ides a disinc\.?nti\e for

ISPs to embrace new network technologies. Under the exemption. hPs ray only the local

husiness line r:lIe for each terminating line. and they use that line at !;e~lr-capacity. These I(m

21 Bell Atiantic's Inlern\.?t Protocol ROLlting Senic\.? no\\ ,1\ ,til,lbk in nearly all states
\vithin the Bell Atlantic region. di\erts traflic to a separate Switched \ lultimegabit Data Sef\ice
net\\ork. NY:-.JEX·s similar Information Prntocnl .\ccess Service. \\ hieh lIses rrame Relay
technology. will he implemented lat\.?r this year.

- 12 -
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charges. coupled with their embedded imestment in modems and other equipment that would not

support the new technologies. will cause few large ISPs to subscribe to the new services. Since

Bell Atlantic has begun offering its new packet-based Internet access sen ice. none of the large

ISPs -- those that cause most of the net""ork congestion -- has subscri bed. preferring instead

simply to order more local business lines as their traffic grows. By allt\\\ing appropriate pricing

of their access services. the Commission will provide ISPs and database ESPs the economic

incentive to embrace these new. more efficient. services.

For this reason. the Commission should require the ISPs to pay a compensatory

federal charge for their access to the local nel\\ork that renects the costs that they cause on the

network. This charge could be in the form of (1) a usage-based rate that would reflect the traftic-

sensitive costs imposed by Internet usage: (2) a flat rate. at a level sufticient to cover costs that

"the ISPs impose on the net\vork;-- or (3) a combination of these t\\o.

v. ISP and Database ESP Traffic Is Inkrexchange and. Therefore. Is ~ot Eli~ible

For Reciprocal Compensation.

Contrary to the claims of some ISPs and CLECs. ISP lr~ll'j"ic is not eliglblc for

reciprocal compensation. because such trartic is o\en\ helmingly intere\:change. not local.-' In

~~ .\S shown in .\ttachmcnt .\. hO\\e\er. it is !lat-rate end us,,:' -..:harges that have induced
users to remai n cnnnected to ISPs and the 1nternet for rwtracted f'l'r;," 1" These long hold ing
times. in turn. han? caused a substantial portion of the congestion Ih~ll iu..; !()fced Bell Atlantic
and NYNEX to 1I1Cur significant network ilwestment.

~3 The same can be said for database ESP traffic. for which CLECs are also claiming
rec iprocal compensatiol1.

- 13 -
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the Interconnection Order. the Commission tl..)tll1d that "the reciprocal compensation provisions

of Section 251(b)(5) for transport and termination oftmftic do not apply to the transport and

termination of interstate or intrastalC interl.:'whange tranic"':~ Int~nh.'t traffic is inhl.?l......ntly

interexchange and international. The structure of the Internet allows users interchangeably to

access hundreds of thousands of databases located throughout the l'nik'd States and around the

world. 25 Neither the user nor the ISP knows or cares where the database is located. Even in

those instances when a database is downloaded to a local server. and the end user connects to the

ISP's node. the end-to-end communication remains interexchange (\1' international. The

Commission has previously addressed a similar case in \vhich voice messages from other states

and exchanges were stored in a local voice messaging processor. E\'l.'n though the end user

usually retrieved messages from that processor by placing a local call. the fact that the message

itself originated outside the state made the end-to-end communication ;,ubject to the federal

jurisdiction. 26

Similarly. database ESP traffic (such as from database service providers that also

offer Internet access) tends to be interexchange. because most such LSPs operate centrally-

located facilities that sen".. customers throughout th~ country. \\hl'I\.' till' LSP' s 1~lciJiti~s are

2-l Implementation oftlte Local Competition Provisions ill t!Ie Telecommunications Act
of 1996. First Report ami Dreier. CC Docket '-.;,1. 96-9R. FCC 96-"~~. ~ \ 03-1- (r~1. .\ug. 8.
1996).

" To the ~'\tent that th~iuri"dictiol1al nature of thi" t1'aftic (,\!111\ \1 h~ measured. the
Commission should follow its "10 \lCrcent ruk" t'(Jr Special Access ,llhl lind that alllnternet
traffic is subiect tn interstate jurisdiction,

C(] Petitioll.!()r Emergency Relief and Declaratory Ruling Filed hy the Bel/South
Corporation. 7 FCC Rcd 16\9 (1')l)2).

- 1.+ -
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located in a different exchange from the end user. there can be no que~tion that all traffic to those

facilities is interexchange.

In arguing that all Internet and ESP traffic should rccci\ l: rl..'clprocal

compensation, the CLECs misinterpret the ESP exemption. The Commission did not base the

exemption on the notion that ESP traffic is Jocal. Rather. it found 111:11. \\ hile ESPs may use

incumbent LEC facilities to originate and terminate interstate calls. FSPs should not for policy

reasons. be required to pay federal access charges.~7 Accordingly. alllwugh the Commission

allowed ESPs to purchase such L1cilities under the same intrastate lari If; as end users. this did

not change the jurisdictional nature of the trartic. ~x The traffic has remained interexchange29 and

is not entitled to reciprocal compensation. regardless of what action the Commission takes on the

ESP exemption.

,-
_! See Access Charge Reform, iVotice of Proposed Rulemakil1g, Third Report alld

Order, lIlld Sotice of Illquiry. CC Docket '-:0 lJ6-262. FCC q6-'+~~. -: 2~'+ (reI. Dec. 2'+. 1996 \.

28 9 -, -See ul. at ~ _8).

29 The Commission has exclusin: jurisdiction o\'er "all interstate and foreign
communication by \\ire or radio." '+7l.S.c. § 1;2l,I),
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Conclusion

For the reasons discussed abow. the Commission c;hnuld replace the present ESP

exemption with a more cost-causative. compensatory pricing mech:lI1ism that recognizes the

interexchange nature of the traffic and gives incentives for the ISPs to embrace ne'vv network

technologies.

Respectfully Submitted.

~/ot/./Cq=
Lawrence W. Katz ~ ~

Edward D. Young, III
Betsy L. Anderson

Of Counsel

March 24, 1997
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ATTACHf\'1ENT A

BELLCORE STLDY OF I:'IiTER:\ET TRAFFIC

Much of the focus of the current debate over Internet traffic congestion has been
from the "supply side" -- what resources and technologies are available to relieve circuit
s\\itch~d traffic cong~stion, "Demand sid~" f~lClors must alsp h.' '-'llll,,,ider~d in resoh'ing
economic issues. Consumers respond to pricing signals in making their purchase
decisions, Bell Atlantic and NYNEX have observed that current flat rate structures in
the Internet access industry (that result from the ESP exemption) cause consumers to
spend additional time on-line. because they may do so at no additional cost. This is
rational behavior. because. when given the opportunity to use a free resource. the
tendency is to use more of it rather than developing other resources. such as software.
that make more efticient use of transmission capacity,

In October 1996. Bellcore conducted for Bell Atlantic a traffic study on Bell
Atlantic's network in the Washington metropolitan area to assess consumer reaction to
ISP rate structures. Data for five ISPs was examined. Three 0 f the [SPs charged flat
monthly rate structures to their customers and two charged measured (per hour) rates.
The results demonstrate that call holding times are much longer \\hen consumers have
flat rate charges than when they have measured rates. When examined on a per call basis
across all five ISPs. individual calls averaged 60% longer with flat rate ISPs. When
usage measured on a per-customer basis over the two-week study period. customers with
flat rate ISPs had over 100% more usage than customers \vith measured rate ISPs.

This study supports the conclusion that focusing only on supply considerations
(e.g. new technology, build-outs of the circuit switched net\vork. ~tc.) leads to a half
solution. Prices \vhich reflect underlying usage-based costs \\ill result in efficient
purchase decisions by consumers. Otherwise. consumers will continue to inflate their
usage. resulting in a need for increased LEe investment to keep up \\'ith artiticially
stimulated demand.
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February, 1997

Executive Summary

Purpose

This report describes the results of a statistical analysis of Intern~: usage. The purpose of
the analysis was to determine the differential impact of two major ItHernet Service
Provider (lSP) pricing plans (i.e .. flat-rate vs. measured-rate) on call holding times and on
total customer l on-line times.

Data Analyzed

The analysis was based on measured call volumes and holding times for incoming calls at
three flat-rate ISP locations in Bell Atlantic region, which are denoted in this report as
Flat Rate Company #1. Flat Rate Company #2. and Flat Rat\; Company #3. and t\\'o
measured-rate locations, which are denoted as Measured Rate Company #1 and Measured
Rate Company #2. Measurements for each ISP were collected during three time periods:
10/25/96-10/28/96, 11/01/96-11/04/96. and 11/06/06-11/09/96.

Analyses Conducted

The distribution of call holding times was studied for each of the measured ISPs. and
various summary measures were computed. This allowed a compari~;on of how ..:all
holding times (per average call) vary by pricing plan and by ISP \\ithin a pricing plan.

A customer-level analysis was also conducted \\herein total time un-line (per customer)
was computed for each customer observed during the study period. Comparisons of
average time on-line were made by ISP and by pricing plan.

Customer. In this study means 1"1'\ (ustomer



Key Results

Analyses of indi\'idual call holding times revealed the following:

• Under flat-rate pricing, call holding time averaged 6.05 (CS
2 (59%) greater

than under usage-sensitive pricing.
• The increased average holding time under flat-rate pricing appeared to result

from a shift of medium-length calls (5-40 CCS) to longer calls (40+ CCSt

• ISP locations with flat rate pricing had greater average holding times than ISPs
with measured-rate pricing.

• Variation between pricing plans was greater than variation het\veen ISP
locations.

Analyses of total customer on-line times revealed the followin~!:

• Under nat-rate pricing, average weekday usage per cllstumer was 15.2 CCS
(240%) greater than under measured-rate pricing.

• Under flat-rate pricing, average weekend day usage per customer was 12.3
CCS (I 15%) greater than under measured-rate pricing.

• ISP locations with flat-rate plans had a greater fraction of long total customer
holding times than did ISP locations with measured-rate plans.

• ISP locations \vith flat-rate pricing had greater average daily usage per
customer than rsp locations with measured-rate pricing.

• Average dai Iy usage per customer was greater on weekends than on weekdays,
• Variation between pricing plans was greater than variation between rsp

locations.

1. Introduction and Overview

1.1. Purpose

This report describes the results of a statistical analysis of Internet lls~lge, The purpose of
the analysis was to determine the di fferential impact of the \\\0 maj or ISP pricing plans
(i,e .. nat-rate vs, measured-rate) on call holdin!! times and on total customer on-line
times.

1.2. Data Analyzed

The analysis described in this report is based on measured call \()lumes and holding times
for incoming C11lS at five major ISP locations in the Bell Atbllt;,· "~'~i()n. There \\'ere
three ISPs providing nat-rate sen·ices. \\hich are denoted in this rep,ll't as Flat Rate
Company H I, Flat Rate Company ::2. and Flat I~ate Company ::~ .. \nd there \\ere two
ISPs pro\'iding measured-r~1tesen'ices, \\hich are dennted as \ k'J~lIred Rate Company !t 1

.'


